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FOR THE FOUR PERIODS ENDED APRIL 30, 2001

YEAR TO DATE
ACTUAT Vo

REVENUE

GROSS SALES 7.163,762.50

RETURNS, ADJUSTMENTS & OTHER : (7,159.41)

TOTAL REVENUE 7.156,603.09 100.0
COST OF SALES

COMMISSIONS 3.201,10).70

OPERATOR EXPENSE : 1,431,641.29

TELEPHONE FACILITY 711.758.5%

BILLING & COLLECTIONS 1,126,143.63

TOTAL COST OF SALES 6,470.646.23 90.4

GROSS PROFIT . 685,936.86 9.6
SALES, GENERAL, & ADMINISTRATIVE

ADMINISTRATIVE PAYROLL 753.471.07

LEGAL, CONSULTING, MGMT 115,217.8]

FACILITY : 178,723.96

ADVERTISING & MARKETING 140,823.52

TAXES, LICENSE, & FEES 31,395.24

OTHER 161,280.57

TOTAL OPERATING EXPENSES 137991217 193

NET INCOME FROM OPERATIONS {693,938.31) .7
OTHER INCOME AND EXPENSE

DEPRECIATION EXPENSE ‘ (163,340.29)

INTEREST - SHARHOLDER& OTHER (90,321 .46)

ASSET DISPOSITION GAIN/LOSS 3,133,585.55

INVESTMENT INCOME/LOSS 18,032.59

TOTAL OTHER INCOME AND EXPENSE 2.857,976.35 40.5

EARNINGS BEFORE INCOME TAX 2,204,021.08 30.8

NET INCOME (LOSS) 2,204,021.08 308

PROPRIETARY INFORMATION
CONFIDENTIAL NOT FOR
PUBLIC DISCLOSURE
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APRIL 30, 2001
ASSETS
CURRENT ASSETS
CASH & EQUIVALENTS (24419.18)
ACCOUNTS RECEIVABLE (NET) 4.555.485.55
PREPALD EXPENSES $8739.62
DEPOSITS 265.354.29
TOTAL CURRENT ASSETS 4,895.160.25
LONG TERM ASSETS
'NOTES RECEJVABLE 180,907.72
INVESTMENTS 1,391.430.16
FIXED ASSETS (NET) 1,675.856.24
TOTAL LONG TERM ASSETS - 3,251,094.12
TOTAL ASSETS T al4s25441
L ...
LIABILITIES AND EQUITY
CURRENT LIABILITIES . o
ACCOUNTS PAYABLE TRADE 1,571.149.64
ACCRUED PAYROLL 245.224.62
ACCRUED PREPAID TELEPHONE :
TOTAL CURRENT LIARILITIES 3,816,374 26
LONG-TERM LIABILITEES
NOTES PAYABLE
TOTAL LONG-TERM LIABILITIES 00
OTHER LIARILITIES
INTERCOMPANY PAYABLES 488,228.93
TOTAL OTHER LIABILITIES 438.228.93
TOTAL LIABILITIES 4,304.603.19
EQUITY
SHAREHOLDER NOTES PAYABLE 1,499,213.01
PAID IN CAPITAL 43779319
RETAINED EARNINGS 1,904.645.05
TOTAL EQUITY 3.841.651.21
TOTAL LIABILITIES AND EQUITY 8,146,254 40
e e — - -

PROPRIETARY INFORMATION
CONFIDENTIAL NOT FOR
PUBLIC DISCLOSURE
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NETWORK OPERATOR SERVICES, INC.

FINANCIAL STATEMENTS
As of Dacamber 31, 1888 (Audited)
and 1938 (Unaudited)

PROPRIETARY INFORMATION
CONFIDENTIAL NOT FOR
PUBLIC DISCLOSURE
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FRANK TAGGEART & CO.

A PROFESSIONAL CORPORATION
CERTIFIED PUBLIC AOCOUNTANTS
1807 JUDBON ROAD
Lonavmw, Txxas 75608
(P08) 758-06801 » FAX (B0B) 767-48086

To the Board of Dirsctors,
Network Operator Services, Inc..

We have audited the accompanying balance sheet of Network Operator Services, Inc. (An
S Corporation) as of December 31, 1988, and the related statsments of income, changes in
shareholders’ equlty and cash flows for the year then snded. These financial statements are the

responsibility of the Company’'s management. Our responsibility ls to express an opinion on these
financial statements based on our audit.

We conducted our audit of the balance sheet in accordance with generally accepted
auditing standards. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether these financial statements are fres of material misstatement.
An audlt Includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statemant. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present falrly, in all material
respects, the financlal position of Network Operator Services, Inc. as of December 31, 1999, and
the results of its operations and its cash flows for the year then ended in conformity with generally
accepted accounting principles.

The 1998 financlal statements ware compiled by Network Operator Services, Inc. and have
not been audlted or reviewed. Therefore, no opinion or other form of assurance is expressed on

- S/lomk SW‘V@

Longview, Texas
August 25, 2000

ORMATION
PR ETAL 1 o8
PUBLIC DISCLOSURE
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ASSETS

CURRENT ASSETS:

Cash (Note 1)

Marketable squity securities (Noteg 1 & 2)

Accounts recelvable (Note 6);
Trads, legs allowancss for billing, collection and doubtful

account costs of $738,238 and $823,538, respectlvely

Other

Inventory (Notes 1 & 6)

Prepald expenses

Notes raceivabie from sharaholders, officars and directors (Note 8)

Notes recelvable from others - current portion (Note 4)

| seses recsivable - current portion

Total current assets

PROPERTY AND EQUIPMENT, at coat (Notes 1, 6 & 8):
Leasshold Improvements
Mechinery and squipment
Transportation equipmsnt
Cffice furniture and equipment
Total property and equipment
Less accumuliated depreciation
Net property and aguipment

OTHER A8SSETS:
Notes receivable from others, net of current portxon of $82,598
and $875,800 in 1999 and 1998, respectively (Note 4)
Deposits
Leases receivable, net of current portion of $59,780 and
$61,358, in 1999 and 1988, respectively
Invastments (Notes 1 & 5)

Total other assets

TOTAL ASSETS

PROPRIETARY !NFORMAT\ON

CONFIDENTIALNOTF
PUBLIC D\SCLOSURE

BALANG
Decembar 3¢
1998

1899 (Unaudlted)
3615 § 567
28,085 34,824
5,038,998 2,626,414
33,267 14,990
118,783 43,737
143,037 © 311,807
401,867 - 551,414
92,589 975,800
58,780 61,358
5,921,812 4,821,011
83,801 58,043
2,123,045 2,007,105
181,462 129,511
2,608,243 2,534,514
5,087,451 4,727,173
(4,074,101) (3,941,583)
. 1,013,350 1,185,588
1,681 195,047
26,799 4,151
70,974 67,967
1,845,624 3,489,397
2,045,078 3,756,562
8,980,240 § 9,383,181

See accompanying "Independent Auditc
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, 1899 and 1998

LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES:
Accounts payabis
Cash overdraft
Other accrued axpenses
Current maturlties of long-term debt (Notes 6 & 11)
Taxes payable
Accrued payroll
Accrued compensated absences
Unearned income
Accrued intersst payabie
Accrued commissjons

Total current liabliities

LONG-TERM DEBT:
Long-term debt, net of current maturities of
$16,846 and $3,867,505 In 1999 and 1998,
respectively (Notes 8 & 11)

Total long-term debt
Total liabllities
CONTINGENT LIABILITIES (NOTE 12)

SHAREHOLDERS' EQUITY:

Common stock, $1 par value, 10,000 shares
authorized, issued and outstanding

Addltional paid-in capital

Retained aamings

Unrealized depreciation on marketabls squity securities
(Notes 1 & 2) v

Total shareholders' equity

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

¢

1998
1899 (Unaudited)
$  3537,150 § 2,838,164
2,268,854 )
408,250 226,072
16,848 3,867,505
137,016 135,178
187,735 60,068
221,504 140,372
25,682 24,428
23,345 -
372,917 15,827
$ 7200498 § 7,307,612
2,808,073 3,088,076
2,608,073 3,086,076 |
9,808,572 10,393,688 |
i
10,000 10,000
427,793 427,793
(1,247,719) (1.256,751)
(18,408) (11,569)
(828.332) (830,527) -
5 8980240 § 9,563,161

s' Report" and notes to financlal statsmants.
-2-

PROPRIETARY lNFORMéBON

CONFIDENTIALNOT F
PUBLIC DISCLOSURE
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1999
Net revanues $ 36,874,022
Cost of asies 28,841,860
Gross proflit 6,832,162
Operating expensas 5,057,101
Depreclation expsnse 532,516
Income (loss) from operations 1,342,545
Other Income (expenss) (1,333,513)
NET INCOME (LOSS) 3 9,032
PROPRIETARY INFORMATION
CONFIDENTIALNOT FOR
SUBLIC DISCLOSURE

NETWORK OPERATOR S8ERVICES, INC.

STATEMENTS OF INCOME

For the Years Ended December 34, 1999 and 1998

1998
(Unaudited)

$ 77,488,880

72,832,569

4,556,321
6,386,022
___ 630,484

(2,461,085)

(62,136)

$ (2.523,221)

See accompanying "indspendent Auditors' Report" snd notes to financial statements,
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NETWORK OPERATOR BERVICES, INC.
STATEMENT? OF CHANGER IN SHAREHOLDERE" EQUITY

For the Yesrs Ended Dscember 31, 1888 and 1938

Unrealized
(Depreciation)
Approciation
Additional on Markatable Tots!
Common Stock Palg-in Retained Equlty Sharaholdsrs'
S§haras  Amount Caoital  Eaminga Recurities Bouity
BALANCE - Dgcember 31, 1397 10,000  $10000 3427783 $1288470 §  (14,132) $ 1,630,131
Net loas (unaudited) - - - (2,523,221) - {2,523,227)
Change In unrealized depraciation
of marketable equlty sscuritles (unaudited) - - - . 2,563 2,583
BALANCE - Dscember 31, 1988 (unrudhed) 10,000 10,000 427,783 (1,258,751) (11,568) (830,527)
Net income - - - 8,032 - 5,032
Change In unrealized dspracietion
of marketable equity securifles - - - - (8,837) (6.837)
BALANCE - Descember 31, 1999 10000 $10,000 $427.783 §(1,247,718) $ (18,408) § (828,332)
RO T

PROPRIETARY \NFORMATlON

CONFIDENTIAL NOT FO
“ PUBLIC DISOLOSURE

Ses sccompanying “independent Audltars’ Report” end notes o finencial stataments.
e
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NETWORK OPERATOR SERVICES, INC.
Stataments of Caah Flows - Indirect Method
= For ths Yoarw Ended Decamber 34, 1998 and 1938
1068
1998 {Unaudited)
OPERATING ACTIVITIES:
Nat inooma (loss) 3 8,032 3(2,523,221)
Noncesh ltems affeating net Incoms (loee):
Losges from joint ventures, afflliates and
agulty securities 834,837 142,758
Write-downa on invastments 691,808 213,342
Depraclation ) 832,818 830,484
Cash from (used for) cperating working capitel:
Racelvables (2,238,488) 6,128,607
Prepaid axpanses and other nesete 144,388 (3565,50%)
Inventory (78,018) (24,850)
Accouns peyable and accrued sxpeneco 3,743,548 §3,038‘899)
Net caeh from [used for) oparating activities 3,802,083 1,182,817
INVESTING ACTIVITIES: )
{Lomne) collectione on notea raceivabie 1,032,848 {517 848)
Net (Invastments in) disirbutione from joint ventures
and afflictes 56,847 (269,280)
Seles of merkatable aquity secuntice - 167,838
Net additlons to property and equipmant (380.278) (171.888)
Net cash from (used for) Inveating activities 728,817 {800,855)
FINANCING ACTIVITIES:
Net borrowings (payments) on notes peyabls {4,328,882) (8€1.595)
Net cash used for financing activities (4,328,862) (381,396)
CHANGE IN CASH 3,048 87
CASH:
Beglnning of year 587 600
End of year $ 3818 3 587
p— ______________...]

T e —

See sacompanying "Independant Audtors' Report” and notas to financlal steisments,

PROPRIETARY INFORMATION
CONFIDENTIAL NOT FOR

PUBLIC DISCLOSURE
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NETWORK OPERATOR SERVICES, INC.

Notes to Fmanclal Statements

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Network Operator Servicas, Inc. (the "Company”) provides operator assisted services (for
calling card, collect, person-to-person and third-party bllling calls) to hotels, motels, hospltals,
collegas and other private pay telephone owners throughout the continental United States and
Mexica, The Company also opsrates as a full-servics, switch-based, long-distancs carrier
currently providing direct-dlal, long-distance, voics messaging and telephone systsm sales and
installation services for residential and commerclal users primarily in East Texas. In addition, the
Company distributes and sells long distance prepald telephone caliing cards to retall and
wholesale customers,

BASIS OF ACCOUNTING -

The financial statements of the Company are prepared using the accrual basls of
accounting whereby revenues are racognized when earned and expensas are recognized when
incurred. The basls of accounting conforms to generally accapted accounting principles.

USE OF ESTIMATES -

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amounts of asssts and llabilities, disclosure of contingent assets and fiabillties at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.

CASH EQUIVALENTS -

For the purpose of the statement of cash flows, the Company considers all investments .

with a maturlty of three months or less to be cash equivalents,
INVENTORY -

Inventory is stated at the lower of cost or markat, on the first-in, f‘lrst—out method.

PROPERTY, PLANT AND EQUIPMENT -

Depraciation on property, plant and equipment is computed using accelerated mathods
over the estimated useful lives of the related assets, which range primarlly from five to seven
years. Maintenance and repalrs are expensed as incurred. Expenditures for renewals and
betterments are generally capltalized.

IROPRIETARY INFORMATION

CONFIDENTIAL NOT FOR
PUBLIC DISCLOSURE
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NETWORK OPERATOR SERVICES, INC.

Notes to Financial Statements - continued

INVESTMENTS IN MARKETABLE EQUITY SECURITIES -

Investments in marketable equity securities are stated at estimated falr values based on
guoted market prices. These investments ars classified as avallable for sale, and the change in
their unrealized appreciation (depreciation) is included in shareholders’ equity until realized.

INVESTMENTS IN JOINT VENTURES AND AFFILIATES -

Investments in joint ventures and affiliates are statad at the Company’s equity interests In
the related parnerships or in 20% or more owned corporate operaticns, or at cost for the
Company’s Interest In other entities, less write~downs for any loss in value that is other than a
temporary decline.

REVENUES -

Revenues are recognized when calls are made. Accounts receivable Include revenues
generated from calls completed through the Company's opserator systems, which primarlly are
bllied and collected through local exchange carriers ("LECS"). Atths time of revenue recognition,
an allowance forbllling and collection fees to be charged, as well as the estimated allowances for
doubtful accounts, is provided for the estimated settlement ("true-up”) for actual chargebacks anc
other deductions made by the LECS from remittances to the Company, based on historical
experience. The trus-up for actual chargebacks Is typically made within six months. Alse, the
related telecommunications expenses are accrued for the costs of telephone services provided
by ths carriers and for commissions due under operator servics agreemants.

FEDERAL INCOME TAXES -

Federalincoms taxes are not provided, as the Company has slscted S Corporation status
under the Internat Revenue Code, with profits and losses reported by the shareholders In their
individual income tax returns.

CASH -

The Company maintains bank accounts on a regular basis with balances sxceeding the
$100,000 Insured limit.

OROPRIETARY INFORMATION
CONFIDENTIAL NOT FOR
PUBLIC DISCLOSURE




NETWORK OPERATOR SERVICES, INC.

Notes to Financial Statements - contlnued

(2) MARKETABLE EQUITY SECURITIES:

Marketable equity securities represent invastments in common stocks of New York Stock

Exchange companies. Estimated falr values based on quoted market prices and cost at
December 31, 1989 and 1998, are as follows:

1998
1999  (Unaudited) ;
Estimated fair value. $28,085 $34,933
Cost 3 AB502  _46,502
Unrealized depreciation $(18.407) $(11.568)

(3) ACCOUNTS RECEIVABLE AND SIGNIFICANT CUSTOMERS:

Accounts recelvable from the larger telephone companlas and others, which provide bllling and

collection services to the Company, as a percentage of total net accounts receivable at
December 31, 1999 and 1998, are as follows:

1998
-1999  (Unaudited)

Company A 19 32%

| Company B : 9% 14%
: Company C 43% 0%

| _

CONFIDENTIAL NOT FOR

PUBLIC DISCLOSURE

PROPRIETARY INFORMATION
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NETWORK OPERATOR SERVICES, INC.

Notes to Financial Statements - continued

(4) NOTES RECEIVABLE -

Notes receivable from others at Decembar 31, 1889 and 1998, consist of the following:

Unsecurad demand note recslvable from limited liabllity
company, beering Interest at 11%

Unsecured note receivable from customer, bsaring interest
at 12%, dus March 1988 ‘

Unsecured demand note receivable from affiliaied
company, bearing interest at 12%, due October 1899

Unsecured note recsivable from customer, bearing Interest
at 12%, due October 1998

Unsecured note receivable from 22% equity interest
affiliate, bearing interest at 14%, due on demand (Nots 5)

Unsecured demand note recaeivabie from supplier, bearing
Interest at 12%

Unsecured note receivable from an employea of an affiliate,
bearing Interest at 8%, recelvable in monthly instaliments of
$503 through July, 200z.

Unsecured demand note receivable from customer, bearing
interest at 18%

Unsecured note recsivable from customer, bearlng Intarest
at 10%, due January, 2000. ’

Unsecured demand note receivable from customer, bearing
interest at 10%

Unsecursd demand note receivable from affiliate, bearing
interest at 12% (Note 5)

Less: current maturitias

Total
o ROPRIETARY INFORMATION
CONFIDENTIAL NOT FOR
PYUBLIC DISCLOSURE
-9-

1988

1999 _(Unaudited)
$ 29,057 $ 592,058
~0- 1,846

-0- 10,000

-0- 8,890

-0- 230,000

-0- 100,000
12,385 17,229
-0- 881

-0- 39,681
52,828 -0-
-0- 170,462
94,280 1,170,847
_(92.599) (975,800)
$__1.681 $ 185047
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NETWORK OPERATOR SERVICES, INC.

Notes to Financial Statemants - continued

(5) INVESTMENTS IN JOINT VENTURES AND AFFILIATES:

Investments In joint ventures and affiliates at December 31, 1898 and 1998, consist of the %
following: E
1998 f

1898 {Unaudlited) |

Real estate partnerships:

Irving, Texas - 25% limited partnership interest 3 -0- $ 280,046 ;‘..‘:’
Carroliton, Texas - 15% limited partnership interest 190,013 173,955 3
Frisco, Texas - 80% limited partnership interest 229,784 187,407

Other real estate partnerships - 3.4% to 30% limited
partnership interest (Note 7) 85,080 159,743

Other Invastments:

Pay telephone company located in Jacksonville, Texas - ;

22% common stock interest (Note 4) -0- 288,725
Pay telephone company located in Dallas, Texas - 11%

common stock interast 256,000 800,002
Software development company -5% common stock interest -0 . 300,000

Intermet access provider - 85% interest in this limited liability
corporation in 1898, 100% interest in 1999 (Note 4) 156,152 74,341

Oil and gas partnership - 3.3% limited partnership interast -0- 59,368

CID Comunicacionses, S.A. de C.V. - 100% common
stock interest 1.028,585 1,367.840

$1,945,624 $3,480,397

| INFORMATION
PRO&%&L@%AL NOT FOR
PUBLIC DISCLOSURE

-10-
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NETWORK OPEZRATOR SERVICES, INC,

Notes to Financial Statements - continued

(6) LONG-TERM DEBT -

following:

Notes payable to shareholdsrs and relatives of sharsholders,
bearing interest from 5% to 18%, colliateralized by accounts
receivable, and subardinated to the bank line of credit, due
January 2001

$3,000,000 Bank line of credit, bearing Interest at prime rate
plus .5%, collateralized by accounts receivable and
equipment, and guaranteed by certain officers of the
Company, due March 1988

Prime plus 2% note payable to factoring company, to be
repaid throughfuture collections on trade accounts receivable
collsctions

10% note payable to unrelated entlty, to be repaid through
future commission payments

Prime plus .75% note payable. to financial institution,
collateralized by equipment, payable in monthly instaliments
of $46,000, through August 1998 '

Total long-term debt
Less: current maturities

Long-term debt, net of current maturities

Maturities of long-term debt are as follows:

Year Ending
December 31

. 2000
2001
2002
2003
2004

PROPRIETARY INFORMATION
CONFIDENTIAL NOT FOR 1
PLBLIG DISCLOSURE

Long-term debt payable by the Company at December 31, 1999 and 1998 consisted of the

1998
1998 {Ungudited)
$2,808,074 $2,986,077
-0- 2,510,000
16,845 605,268
-0- 435,283
-0- 418,844
2,624,819 6,853,581
(16.846) (3,867.505)
$2.608,073 £3.086 076
Amount
$ 16,845
2,608,074
D-
-0-
-0-
$2.624 518

e SN R = Shl s £P e S e
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NETWORK OPERATOR SERVICES, INC.

Notes to Financlal Statements - continued

 (7) LEASE COMMITMENTS:

The Company leases its primary office facility under an operating lease with a real estate
partnership in which the Company has an ownership Interest (Nots 5). Rental expense under the
operating lease was $215,661 and $217,440 In 1999 and 1998, respactively. Future minimum

rental payments under this noncancellable opsrating lsase as of December 31, 1998, are as
follows:

2000 $216,222

2001 ' 72,074
Total | ' $288.296

(8) RELATED PARTY TRANSACTIONS:

Revsnuses - Amounts recelved which are attributable to the Company’s relat‘ionship with
an affillate and included in net revenues for the years ended December 31, 196 and 1998, ware
$421,397 and $345,248, respactively.

Commissions pald to related parties were approximately $303,709 and $180,232 in 1999
and 198, raspectively.

Interest paid to shareholders and relatives of sharsholders was $158 133 and $209,936
in 1899 and 1998, respectivsly.

ended December 31, 1998 and 1998, were $6,216,992 and $4,233,927, respectively.

Notes recelvable from shareholders, officers and directors at December 31, 1889 and
1998, consist of the following:

1998
1999 (Unaudited)

Non-interest bearing notes receivable dus from
shareholders, collateralized by equity interests held by the
shareholders in a telecommunications entity. $ 381,667 $ 531,414
Nen-intsrest bearing demand note receivable due from

shareholder. 20,000 20,000

——

Total ' § 401,867 8 551,414

——— et
Trade accounts recelvable - Amounts due from related parties in the normal course of

business and included In trade accounts receivable &t December 31, 1998 and 1998, were
$740,811 and $52,085, respectively.

Trade accounts payable - Amounts due to related partles mﬁmqﬁi ‘
payable at December 31, 1589 and 1898, were $821,544 and $2 651, rwg%wimggy(m

1o, PLRLIC DISCLOSURE

l Cost of sales - Amounts pald to related parties and included in cost of sales for the years
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NETWORK OPERATOR SERVICES, INC,

Notes to Financial Statamsnts - continued

(9) SUBSEQUENT EVENTS:!

Effective March 31, 2000, the Company entered into an assst purchase and exchange
agreement wheraby the Company sold its switched access long distance telephone customer
base and axchanged dlaler squipment for payphones under section 1031 of the Internal Revenue
Service Code. The sales price for the switched access long distance telephone customer base
was $1,893,000, subject to certain minimum revenue guarantsas for the six month period ending
June 30, 2000. A down payment of $250,000 was paid upon the closing of the transaction, with
the remaining balance payable in six consecutive monthly installments of $273,835, beginning
May 1, 2000. To date, $1,085,340 has been received relative to this remaining balance due,

Subsequent to year end, the Company entered Into & purchase contract and bill of sale,
whereby the Company sold assets relatad to its telephone system leasing and sales division. The
Company has divested itself of this line of business. The fotal sales price for the sale of
miscellaneous telephone equipment, tools, inventory and vehicles was $81,237.

In June, 2000, the Texas State Comptroliers office initiated a sales tax audit of the
Company, covering the period from January, 1997, through March, 2000. A sales tax llabillty of
approximately $97,000 Is currently proposed by the State Comptroller's office. It s managsment's
belief that this proposad asssssment is overstated due to unresolved Issues currently in dispute.
Management believes that the ultimate liability will approximate $50,000. This anticipated liability
has been refiected in the accompanying financlal statements.

. {10) EMPLOYEE BENEFIT PLAN:.

The Company provides a defined contribution plan for substantially all of its full-time
employses, Employeas are sligible to participate in this 401(k) plan after one-half year of service.
Under the plan, participants may contribute up to 15% of their compensation, of which the
Company will match 25% of the first 4% contributed. Matching contributlons of $20,661 and
$21,394 were made during 1888 and 1998, respectivealy.

(11) LINE OF CREDIT:

During 1999, the Company obtained a $1,700,000 lins of ¢redit bearing interest at 8.5%.
The line is collateralized by accounts recelvable and equipment, and guaranteed by certain
officers of the Company, maturing January, 2001. No outstanding balance existed on this line of
cradit as of December 31, 1898 '

(12) CONTINGENT LIABILITIES:

During 1989, a breach of contract suit was flled againsi the Company by a corporation
ownad by sx-employees of the Company. The plaintiffs in this case are seeking damagas In the
amount of $294,080. This claim |s being contssted, and the amount of ultimate liability, if any, is
undeterminable as of December 31, 1988, Therefore, nc liability with respect to this contingency

is refiected in the accompanying financial statements.
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